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On the evening of July 20, the Argentine government's economic team announced the
implementation of a sweeping economic reform program, in an open attempt to reverse the critical
economic situation before the September 6 gubernatorial elections. Opposition parties, labor
unions, professional organizations and a variety of business groups immediately responded with
resounding denunciations. (See NotiSur, 07/28/87 for a summary of reactions to the economic
package.) The reform program was introduced via a press conference broadcast nationwide on
government-owned radio and television , beginning with speeches by Economy Minister Juan
Sourrouille, and Public Works and Services Minister, and Pedro Trucco.
After the speeches, reporters directed specific questions to both ministers and other cabinet
members. Sourrouille declared that the ills of the Argentine economy, seen most forcefully in
seemingly intractable high levels of price inflation and interest rates, derive from the long-term
crisis of a "populist, simplistic, centralized and statist model." He added that the Argentine people's
aspirations for improved living standards "cannot be satisfied by an outdated development model."
Perhaps, he said, the old model of development was functional for a certain stage in Argentine
history. "Today, however, it is an anachronistic structure that serves as a brake to fulfillment of the
country's potential, and improved living conditions..."
For Sourrouille, the "strategic response to this state of affairs is...a particular kind of growth,"
realized through enhanced "integration in the world [market], stimulation of competitiveness and
innovation, greater deregulation to free productive energies..." In brief, said the minister, "durable
growth through time" will be achieved by means of a greater rationality in the management of the
economy's large-scale equilibriums." "In order to achieve this...type of growth, we must act on a key
[sector] in national life: the state. The national government has already initiated a process of state
reform, which today we propose to deepen. "The nation's economic problems will not be resolved
by the false antinomy of more or less state [control]."
Sourrouille added that the time has come to transform the state apparatus which has become
"a brake on the country's economic and social progress." In a later segment of his speech, the
economy minister addressed fiscal policy changes, namely increased taxes. First, he said, "we are
convinced" that in the long run increasing taxes is less disruptive than maintaining the existing
fiscal deficit. Large deficits, said Sourrouille, only lead to escalating interest rates, which in turn act
as disincentives to production.
Sourrouille then asserted that the new economic package seeks a way out of the apparent impasse of
policy options which produce on the one hand, higher taxes, and on the other, rising interest rates.
Instead, he said, with deregulation and "new rules of the game" for public companies and services
and government-run banks, "we hope to increase the efficiency of the state apparatus, which will in
time result in both reduced public spending and greater fiscal resources."
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Among the most notable reforms are: massive reorganization of the state oil company, Yacimientos
Petroliferos Fiscales (YPF) (including the accelerated privatization of petrochemical firms); closing
of exchange houses; price hikes for fuel, and public transportation fares; significant changes in
the operations of public banking institutions (such as the elimination of short-term deposits);
progressive deregulation of state productive enterprises and service companies; elimination of
direct subsidies via the national treasury to state enterprises; tax reform (applied to sales taxes
of public goods and services, and taxes on profits, among others); and, greater privatization of
transportation and telecommunications activities. Trucco's speech focused on changes in the
operation and financing of public works and services. He said that "Argentines have the right to
expect modernized and efficient public services at a lower social cost."
Trucco stated that the diverse activities under the domain of the Ministry of Public Works and
Services (MOSP) will undergo substantial changes in terms of decentralization, deregulation, and
the direction of the public investment process. A primary example of the decentralization process is
the YPF reorganization plan. Consider, he said, that YPF "is not only the largest public enterprise,
but the largest company in the country."
Regarding deregulation, Trucco asserted that through time, the state administrative apparatus "has
become...a veritable thicket of regulations which today prevent the full expansion of many activities
and services, the participation of users [in the decision-making process], and the participation of
private capital. "Many problems we face today are products of erroneous investment decisions. In
order to avoid such problems in the future, it was decided that all sources of public investment will
be centralized in a single capital fund to be administered by MOSP."
This "public infrastructure fund," according to Trucco, will also serve to guarantee the continuity
of large public works currently underway. The fund, said Trucco, will consist of existing sources
of revenue which formerly were received by the treasury from the public service companies and
a portion of the fuel tax. Total resources for the fund, he added, are expected to be "more than $3
million per year."
Both Sourrouille and Trucco asserted that the reforms will produce greater efficiency of the state
apparatus. As a result, "the state will recover its capacity for guidance and governance" of the
national economy. A summary of the reforms follows. * Transportation: Effective July 21, public
transport charges for passengers and cargo were increased an average 11%, applicable to all
overland (including railways) and air trannsport. Deregulation, scheduled to get underway in
September, involves the establishment of pricing mechanisms, bulk discounts, and the like, by
enterprise managers whose major guideline is the recovery of operational and capital costs.
Beginning in September, deregulation of air transport will also involve the incorporation of private
companies in international air services. At present, international service is the exclusive purview of
the state-run company Aerolineas Argentinas.
Public enterprise financing. Foreign debts contracted by state and para-statal enterprises, estimated
at about $10.5 billion will be assumed by the national government. Government-run companies
producing goods and services no longer have access to direct subsidies via the national treasury.
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The creation of a "public infrastructure fund" is planned, but must first be approved by the national
congress. Fund resources, estimated at 5.9 billion australs per year, would originate in existing
contributions to the national treasury from the public companies, and an unspecified fuel tax
"surplus." These monies will be applied "in totality to financing investments directed to public
enterprises, bi-national and para-statal entities dependent on the Public Works and Services
Ministry. At present, investments in these companies and activities average "approximately 6.3
billion australs" per annum. The national treasury is prohibited from guaranteeing any type of loan
or financial arrangement for public enterprises, with the exception of "operations related to loans
provided by multilateral credit institutions."
Housing: New legislation will seek to lift the entire burden of meeting the nation's housing needs
from the National Housing Fund (Fondo Nacional de la Vivienda-FONAVI) and the National
Mortgage Bank (Banco Hipotecario Nacional-BHN). Resources for the FONAVI are to be expanded
by raising minimum monthly mortgage payments on completed housing to compensate for past
inflation.
Oil: Argentina's oil policy is to be oriented by "international market conditions," and a gradual
deregulation of domestic activities. YPF will undergo an internal reorganization with the objective
of conceding relative economic autonomy in investment, and trade and labor relations to
four operational divisions. The four divisions to be created are: exploration and exploitation;
industrialization (processing); commercialization; and, transportation. Domestic prices for oil and
derivatives are to be established on the basis of using international prices as maximum reference
points. Production and sales decisions by all operational divisions of YPF (involving both public
and private transactions), whether in terms of domestic or export operations, must be based on
exclusively economic criteria.
Fuel taxes must not act as production disincentives. The government has committed itself to
elaborating a tax policy that on the one hand, "discourages final product imports," and on the other,
"stimulates the export of products with high value added content." Domestic consumer prices
established by the government are not to "surpass average prices to the consumer in the major
industrialized countries." Regulations applied to export and import of petroleum and derivatives
are to be liberalized to facilitate "free transactions between producer and commercial enterprises"
within the public and private sectors.
Public banking institutions: Government-run banks are to return to a system of specialization
abandoned in the 1970s. The National Bank will be the only public institution authorized to handle
external accounts (current account transactions, short-term foreign supplier loans, foreign trade,
capital movements, etc.), in addition to acting as the major source of financing for agricultural and
related activities. The National Development Bank (BANADE) will be placed in charge of mediumand long-term financing for industry and mining, and is to act as a reserve bank and direct credit
source. In this regard, BANADE will make use of existing private banks and provincial banks.
BANADE resources are to derive from funds provided under the government's newly-created
industrial development program, via the issue of medium- and long-term bonds, and foreign credit
lines designated for specific industrial and mining projects.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 4

LADB Article Id: 76366
ISSN: 1060-4189

The development bank has begun to withdraw from short-term deposit transactions; by January,
1988, BANADE will no longer be authorized to operate short-term deposits and checking accounts.
Beginning in October, it will cease acting as collection agency for public services. In December,
BANADE is to transfer to the National Bank payment of retirement annuities and pensions, with the
exception of accounts pertaining to its own retirees. Finally, in January, the development bank will
no longer offer insurance services, with the exception of plans for BANADE employes.
The National Mortgage Bank will specialize in financing for medium- and long-term loans
for housing and related urban infrastructure. The bank is to act as a reserve bank and direct
credit source toward promoting the construction of new homes, and will employ the existing
network of private banks and provincial housing banks. The National Savings and Insurance Bank
(Caja Nacional de Ahorro y Seguro) is to specialize in financing for artisans, the self-employed,
professionals, and small-scale businesses. It will also act as credit source for social infrastructure
projects undertaken by municipalities and cooperatives. The Caja is to serve exclusively as a direct
credit source. (Basic data from several reports by Argentine news agency, DYN, 07/20/87)
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